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OATH OR AFFIRMATION

DONALD MORRIS swear or affirm that to the best of

my knowledge and belief the accompanying financial statement and supporting schedules pertaining to the firm of

SUNTRUST ROBINSON HUMPHREY INC as

of DECEMBER 31 2012 are true and correct further swear or affirm that

neither the company nor any partner proprietor principal officer or director has any proprietary interest in any account

classified solely as that of customer except as follows

NONE

BRENEE TAYLOR

Notary Public ______________________________
Clayton County

Stale of Georgia

igna ure
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III ERNSTYOUNG
Ernst Young LLP

Suite 1000

55 van Allen Jr Boulevard

Atlanta GA 30308

Tel 404 874 8300

Fax 404 817 5589

www.ey.com

Report of Independent Registered Public Accounting Firm

To the Shareholder and Board of Directors of

SunTrust Robinson Humphrey Inc

We have audited the accompanying financial statements of SunTrust Robinson Humphrey Inc

the Company which comprise the statement of financial condition as of December 31 2012

and the related statement of operations changes in subordinated borrowings changes in

shareholders equity and cash flows for the year then ended that are filed pursuant to Rule 7a-5

under the Securities Exchange Act of 1934 and the related notes to the financial statements

Managements Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial statements

in conformity with U.S generally accepted accounting principles this includes the design

implementation and maintenance of internal control relevant to the preparation and fair

presentation of financial statements that are free from material misstatement whether due to

fraud or error

Auditors Responsibility

Our responsibility is to express an opinion on these financial statements based on our audit

We conducted our audit in accordance with auditing standards generally accepted in the

United States Those standards require that we plan and perform the audit to obtain reasonable

assurance about whether the financial statements are free of material misstatement

An audit involves performing procedures to obtain audit evidence about the amounts and

disclosures in the financial statements The procedures selected depend on the auditors

judgment including the assessment of the risks of material misstatement of the financial

statements whether due to fraud or error In making those risk assessments the auditor considers

internal control relevant to the Companys preparation and fair presentation of the financial

statements in order to design audit procedures that are appropriate in the circumstances but not

for the purpose of expressing an opinion on the effectiveness of the Companys internal control

Accordingly we express no such opinion An audit also includes evaluating the appropriateness

of accounting policies used and the reasonableness of significant accounting estimates made by

management as well as evaluating the overall presentation of the financial statements

We believe that the audit evidence we have obtained is sufficient and appropriate to provide

basis for our audit opinion

member firm of Ernst Young GobY Limited
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ERNST YOUNG

Opinion

In our opinion the financial statements referred to above present fairly in all material respects

the fmancial position of SunTrust Robinson Humphrey Inc as of December 31 2012 and the

results of its operations and its cash flows for the year then ended in conformity with U.S

generally accepted accounting principles

Supplementary Information

Our audit was conducted for the purpose of forming an opinion on the financial statements as

whole The information contained in Schedules II and Ill is presented for purposes of

additional analysis and is not required part of the fmancial statements but is supplementary

information required by rule 7a-5 under the Securities Exchange Act of 1934 Such information

is the responsibility of management and was derived from and relates directly to the underlying

accounting and other records used to prepare the financial statements The information has been

subjected to the auditing procedures applied in the audit of the financial statements and certain

additional procedures including comparing and reconciling such information directly to the

underlying accounting and other records used to prepare the financial statements or to the

financial statements themselves and other additional procedures in accordance with auditing

standards generally accepted in the United States In our opinion the information is fairly stated

in all material respects in relation to the fmancial statements as whole

February 27 2013

member firm of Ernst Young Global Limited



Assets

Cash and cash equivalents

Cash and securities segregated under Federal and other regulations

Deposits with clearing organizations

Receivables from brokers and dealers

Customer receivables

Due from related parties

Securities purchased under agreements to resell

Securities borrowed

Securities owned

U.S government and agency obligations

Corporate debt and other securities

Commercial paper

State and municipal obligations
__________

Total securities owned including encumbered securities of $727412

Secured demand note receivable from Parent 160000

Goodwill 123340

Accrued interest and other income receivable 53344

Deferred taxes 8945

Furniture equipment and leasehold improvements less accumulated

depreciation and amortization of $54919 21468

Net receivables for unsettled securities transactions 23777

Other assets 8289

Total assets 2865432

Liabilities and shareholders equity

Liabilities

Securities sold under agreements to repurchase

Securities sold but not yet purchased

Lines of credit payable to related parties

Subordinated demand note payable to Parent

Accrued interest payable and other liabilities

Accrued compensation and benefits

Income taxes payable to Parent

Payables to brokers and dealers

Customer payables

Due to related parties
_____________________

Total liabilities

Shareholders equity

Common stock $1 par value 100000 shares authorized issued and outstanding

Additional paid-in capital

Retained earnings
_____________________

Total shareholders equity
_____________________

Total liabilities and shareholders equity

The accompanying notes are an integral part of these financial statem ents

SunTrust Robinson Humphrey Inc

Wholly Owned Subsidiary of Sunlrust Banks Inc

Statement of Financial Condition

AS of December 31 2012

In Thousands Except Share Amounts
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SunTrust Robinson Humphrey Inc

Wholly Owned Subsidiary of SunTrust Banks Inc

Statement of Operations

Year Ended December 31 2012

In Thousands

Rewnues

Corporate finance fees 199057

Underwriting fees 108842

Trading gains net of losses 63989

Interest 36683

Commissions 25528

Fees received from related parties 13143

Management fees 2133

Total revenues 449375

Expenses

Compensation and benefits 186206

Fees paid to related parties 81953

Outside processing and software 28729

Interest 17099

Occupancy and equipment 10921

Legal net recovery 24572

Other 13389

Total expenses 313725

Income before income taxes 135650

Provision for income taxes 51316

Net income 84334

The accompanying notes are an integral part of these financial statements



SunTrust Robinson Humphrey Inc

Wholly Owned Subsidiary of Sunlrust Banks Inc

Statement of Changes in Subordinated Borrowings

Year Ended December 31 2012

In Thousands

Subordinated demand note payable to Parent January 2012

Repayment of subordinated demand note

Issuance of subordinated demand note

Subordinated demand note payable to Parent December 312012

The accompanying notes are an integral part ofthesefinancial statements

160000

160000



SunTrust Robinson Humphrey Inc

Whoiiy Owned Subsidiary of SunTrust Banks Inc

Statement of Changes in Shareholders Equity

Year Ended December 31 2012

In Thousands

Additional

Paid-In

Capital

Balance Januaiy 12012

Net Income

Balance December 31 2012

The accompanying notes are an integral part of these financial statements

Common

Stock

Retained

Earnings Total

100 429870 173027 602997

84334 84334

100 429870 257361 687331



SunTrust Robinson Humphrey Inc

Whoiiy Owned Subsidiary of SunTrust Banks Inc

Statement of Cash Flows

Year Ended December 31 2012

In Thousands

Operating activities

Net income 84334

Adjustments to reconcile net income to net cash provided by operating activities

Depreciation and amortization 3920

Deferred tax expense 2610

Increase decrease in operating assets

Cash and securities segregated under Federal and other regulations 4146
Securities purchased under agreements to resell and securities borrowed 575402

Securities owned 18671
Receivables

Brokers and dealers 24577

Customers 2481
Net receivable for unsettled securities transactions 95681
Accrued interest and other income receivable 27295
Due from related parties 11045

Other assets 12857

Increase decrease in op crating liabilities

Securities sold but not yet purchased 487288

Securities sold under agreements to repurchase 191470

Accrued compensation and benefits 13053

Accrued interest payable and other liabilities 24203
Due to related parties 2920

Payables to brokers and dealers 23996
Income taxes payable 12356

Customer payables 1190

Net cash provided by op crating activities 69905

Investing activities

Capital expenditures 16190
Net cash used in investing activities 16190

Financing activities

Decrease in borrowings from related parties under lines of credit net 53600
Net cash used in fmancing activities 53600

Net change in cash and cash equivalents 115

Cash and cash equivalents beginning ofyear 285

Cash and cash equivalents end ofy ear 400

Supplemental cash flow information

Cash paid

Interest 15383

Income taxes to Parent 36350

The accompanying notes are an integral part of these financial statem ents



SunTrust Robinson Humphrey Inc

Wholly Owned Subsidiary of Sunlrust Banks Inc

Notes to Financial Statements

December 31 2012

Summary of Significant Accounting Policies

Sunlrust Robinson Humphrey Inc the Company is wholly owned subsidiary of Sunlrust

Banks Inc the Parent The Companys operations consist of buying and selling securities for

its customers and its own account and certain underwriting and other brokerage activities The

corporate finance function arranges public and private debt and equity placement services and

other products for its customers In addition the Company is an active underwriter of debt for

municipalities and not-for-profit institutions The Company is registered with the Securities and

Exchange Commission SEC as broker-dealer and is member of the Financial Industry

Regulatory Authority F1NRA

The Company self-clears fixed-income transactions The Company introduces equity

transactions on fully disclosed basis through third-party clearing broker

Use of Estimates

The preparation of financial statements in conformity with U.S generally accepted accounting

principles GAAP requires management to make estimates and assumptions that affect the

reported amounts of assets and liabilities and disclosure of contingent assets and liabilities at the

date of the financial statements and the reported amounts of revenues and expenses during the

reporting period Actual results could vary from those estimates

Subsequent Events

The Company evaluated subsequent events through the date its financial statements were issued

Cash and Cash Equivalents

The Company has defined cash and cash equivalents as highly liquid investments with original

maturities of less than 90 days that are not held for sale in the ordinary course of business The

carrying amounts of cash and cash equivalents approximate their fair values The Company does

not consider cash segregated under federal or other regulations as cash and cash equivalents for

the statement of cash flows

Collateralized Securities Transactions

Securities purchased under agreements to resell and securities sold under agreements to

repurchase are carried at the contractual amounts at which the securities will be subsequently

resold or repurchased It is the Companys policy to take possession or control of securities

purchased under agreements to resell at the time these agreements are



SunTrust Robinson Humphrey Inc

Wholly Owned Subsidiary of SunTrust Banks Inc

Notes to Financial Statements continued

December 31 2012

Summary of Significant Accounting Policies continued

entered into The counterparties to these agreements typically are primary dealers of U.S

government securities and financial institutions Collateral is valued daily and additional

collateral is obtained from or refunded to counterparties when appropriate

Securities borrowed result from transactions with other broker dealers or financial institutions

and are recorded at the amount of cash collateral advanced These amounts are included in

securities borrowed in the statement of fmancial condition Securities borrowed transactions

require the Company to deposit cash with the lender The Company monitors the market value of

securities borrowed on daily basis with additional collateral obtained or refunded as necessary

Interest is accrued on securities borrowed transactions and is included in accrued interest and

other income receivable in the statement of fmancial condition and interest income in the

statement of operations

Securities Owned

Securities transactions and related gains and losses are recorded on trade date basis Unless

otherwise indicated trading assets are priced by the trading desk and independently validated

against pricing received from third party pricing sources Equity securities owned are valued at

the last reported price on the exchange that they trade Securities not readily marketable are

valued at their estimated fair value based on quoted bid prices or pricing models as determined

by management except for short positions for which the last quoted ask price is used The

change in fair value is included in the statement of operations as trading gains net of losses

Amounts receivable and payable for securities transactions that have not reached their

contractual final settlement date are recorded net in net receivables for unsettled securities

transactions on the statement of financial condition

Furniture Equipment and Leasehold Improvements

Furniture and equipment are recorded at historical cost Depreciation is computed predominantly

using the straight-line method over the estimated useful lives of the assets Leasehold

improvements are recorded at historical cost Amortization is computed using the straight-line

method over the lesser of the economic useful life of the improvement or the term of the lease



Sunlrust Robinson Humphrey Inc

Wholly Owned Subsidiary of SunTrust Banks Inc

Notes to Financial Statements continued

December 31 2012

Summary of Significant Accounting Policies continued

Goodwill

The Company reviews goodwill on an annual basis for impairment and as events occur or

circumstances change that would more likely than not reduce the fair value below its carrying

amount No impairment of goodwill was recorded in 2012

Impairment of Long-Lived Assets

The Company reviews its long-lived assets for impairment whenever events or changes in

circumstances indicate that the carrying amount of the assets may not be recoverable To

determine recoverability of its long-lived assets the Company evaluates the probability that

future undiscounted net cash flows will be less than the carrying amount of the assets There

were no such impairments for the year ended December 31 2012

Corporate Finance Underwriting and Management Fees

Corporate finance fees are negotiated based on specific services offered and are recognized when

such services are completed without further obligations Underwriting fees are recorded at the

time the underwriting is completed and the income is reasonably determinable Management fees

are recognized as earned on pro rata basis over the term of the contract Corporate finance and

underwriting fees are presented net of direct transaction related expenses

Commissions

Commissions are earned by the Company for buying and selling securities on behalf of

customers and are recognized on the trade date

Income Taxes

The Company is included in the consolidated federal income tax return and various consolidated

or combined state income tax returns filed by the Parent In accordance with the tax sharing

policy applicable to the Parent and each of its subsidiaries the Companys income taxes are

calculated as if the Company filed separate income tax returns with appropriate adjustments to

properly reflect the impact of consolidated filing Payments to tax authorities are made by the

Parent

10



SunTrust Robinson Humphrey Inc

Wholly Owned Subsidiary of SunTrust Banks Inc

Notes to Financial Statements continued

December 31 2012

Accounting Policies Recently Adopted and Pending Accounting Pronouncements

In April 2011 the Financial Accounting Standards Board FASB issued Accounting Standards

Update ASU 20 11-03 Transfers and Servicing Topic 860 Reconsideration of Effective

Control for Repurchase Agreements repurchase agreement is transaction in which

company sells fmancial instruments to buyer typically in exchange for cash and

simultaneously enters into an agreement to repurchase the same or substantially the same

financial instruments from the buyer at stated price plus accrued interest at future date The

determination of whether the transaction is accounted for as sale or collateralized financing is

determined by assessing whether the seller retains effective control of the financial instrument

The ASU changes the assessment of effective control by removing the criterion that requires the

seller to have the ability to repurchase or redeem financial assets with substantially the same

terms even in the event of default by the buyer and the collateral maintenance implementation

guidance related to that criterion The Company applied the new guidance to repurchase

agreements entered into or amended after January 2012 The adoption of the ASU did not have

any impact on the Companys financial position or results of operations

In May 2011 the FASB issued ASU 2011-04 Fair Value Measurement Topic 820
Amendments to Achieve Common Fair Value Measurement and Disclosure Requirements in US
GAAP and IFRSs The primary purpose of the ASU is to conform the language in the fair value

measurements guidance in U.S GAAP and IFRS The ASU also clarifies how to apply existing

fair value measurement and disclosure requirements Further the ASU requires additional

disclosures about transfers between level and of the fair value hierarchy quantitative

information for level inputs and the level of the fair value measurement hierarchy for items

that are not measured at fair value in the statement of financial position but for which the fair

value is required to be disclosed The ASU was effective for the interim reporting period ending

March 31 2012 The Company adopted the standard as of January 2012 and the required

disclosures are included in Note Fair Value of Financial Instruments The adoption did not

impact the Companys fmancial position or results of operations

In June 2011 the FASB issued ASU 2011-05 Comprehensive Income Topic 220
Presentation of Comprehensive Income The ASU requires presentation of the components of

comprehensive income in either continuous statement of comprehensive income or two

separate but consecutive statements The update does not change the items presented in OCT and

does not affect the calculation or reporting of EPS The guidance with the exception of

reclassification adjustments was effective on January 2012 and must be applied

retrospectively for all periods presented The Company adopted the standard as of January

2012 The Company has no comprehensive income to disclose therefore no separate disclosures

were necessary

11



SunTrust Robinson Humphrey Inc

Wholly Owned Subsidiary of Sunlrust Banks Inc

Notes to Financial Statements continued

December 31 2012

Accounting Policies Recently Adopted and Pending Accounting Pronouncements

continued

In September 2011 the FASB issued ASU 201 1-08 Intangibles-Goodwill and Other Topic

350 Testing Goodwill for Impairment The ASU amends interim and annual goodwill

impairment testing requirements such that an entity is not required to calculate the fair value of

reporting unit unless the entity determines that it is more likely than not that the fair value of

reporting unit is less than its carrying amount The guidance was effective for annual and interim

goodwill impairment tests beginning on or after January 2012 The Company adopted the

standard as of January 2012 The adoption did not have an impact on the Companys financial

position or results of operations

In December 2011 the FASB issued ASU 2011-11 Balance Sheet Topic 210 Disclosures

about Offsetting Assets and Liabilities The ASU requires additional disclosures about financial

instruments and derivative instruments that are offset or subject to an enforceable master netting

arrangement or similaragreement In January 2013 the FASB issued ASU 2013-01 Balance

Sheet Topic 210 Clarifying the Scope of Disclosures about Offsetting Assets and Liabilities

which more narrowly defined the scope of financial instruments to only include derivatives

repurchase agreements and reverse repurchase agreements and securities borrowing and

securities lending transactions The ASUs are effective for the interim reporting period ending

March 31 2013 with retrospective disclosure for all comparative periods presented Since the

ASUs only impact financial statement disclosures its adoption will not impact the Companys

financial position or results of operations

In July 2012 the FASB issued ASU 2012-02 Intangibles-Goodwill and Other Topic 350

Testing Indefinite-Lived Intangible Assets for Impairment The ASU permits entities to perform

an optional qualitative assessment for determining whether it is more likely than not that an

indefmite-lived intangible asset is impaired The guidance is effective for annual and interim

impairment tests performed for fiscal years beginning after September 15 2012 The Company

adopted this ASU as of October 2012 and the adoption did not have an impact on the

Companys financial position or results of operations

In October 2012 the FASB issued ASU 2012-04 Technical Corrections and Improvements

The ASU prescribes technical corrections and improvements to the Accounting Standards

Codification for source literature amendments guidance clarification and reference corrections

and relocated guidance within the Accounting Standards Codification The ASU is effective for

fiscal periods beginning after December 15 2012 The Company has adopted the ASU as of

January 2013 and the adoption is not anticipated to have an impact on the Companys financial

position or results of operations

12



Sunlrust Robinson Humphrey Inc

Wholly Owned Subsidiary of SunTrust Banks Inc

Notes to Financial Statements continued

December 31 2012

Accounting Policies Recently Adopted and Pending Accounting Pronouncements

continued

In February 2013 the FASB issued ASU 2013-02 Comprehensive Income Topic 220

Reporting of Amounts Reclassified Out of Accumulated Other Comprehensive Income which

provides disclosure guidance on amounts reclassified out of OCT by component The ASU is

effective for fiscal periods beginning after December 15 2012 Since the ASU only impacts

financial statement disclosures its adoption will not impact the Companys financial position

results of operations

Cash and Securities Segregated Under Federal and Other Regulations

At December 31 2012 U.S Treasury note with fair value of $10.0 million and cash of

$9.2 million have been segregated in special reserve account for the exclusive benefit of

customers of the Company under SEC Rule 15c3-3

Securities Purchased Under Agreements to Resell Securities Borrowed and Securities

Sold Under Agreements to Repurchase

Securities purchased under agreements to resell and securities sold under agreements to

repurchase are collateralized primarily by U.S government or agency securities Securities

borrowed are collateralized primarily by corporate securities These securities purchased under

agreement to resell securities borrowed and securities sold under agreements to repurchase are

carried at the amounts at which the securities will be subsequently resold or repurchased

Securities borrowed are primarily used to cover firm short positions Securities purchased under

agreements to resell are used to cover short positions or subsequently sold under agreements to

repurchase as spread The Company takes possession of all securities under agreements to

resell and securities borrowed and performs appropriate margin evaluation on the acquisition

date based on market volatility as necessary It is the policy of the Company to obtain

possession of collateral with fair value between 95% and 110% of the principal amount loaned

under resale and borrowing agreements Collateral under repurchase borrowing and resale

agreements is valued daily and the Company may require counterparties to deposit additional

collateral or return collateral pledged when appropriate The Company has policies and

procedures to manage market risk associated with client trading and assumes limited degree of

market risk by managing the size and nature of its exposure At December 31 2012 the

Company had accepted collateral with fair value of $1.1 billion that the Company is pennitted

to sell or repledge and had repledged $246.0 million of that collateral in matched book

transactions The Company has pledged $727 million of certain trading instruments to secure

$703 million of repurchase agreements as of December 31 2012

13



Sunlrust Robinson Humphrey Inc

Wholly Owned Subsidiary of SunTrust Banks Inc

Notes to Financial Statements continued

December 31 2012

Securities Purchased Under Agreements to Resell Securities Borrowed and Securities

Sold Under Agreements to Repurchase continued

The following is summary of repurchase agreements and the fair market value of related

collateral pledged as of December 31 2012 in thousands

Fair

Accrned Total Market Average

Contract Interest Contract Value Rate

Overnight maturities

U.S governnnt arl agery obligatirns $431626 $6 $431632 $441620 0.24%

Corporate debt aml oiler securis 295767 295772 311069 0.32%

On demand maturities

U.S govemnnt and agencyobligatirns 128674 17 128691 130797 0.53%

Tenn15 days

U.S govern nt and agency obIigatk 75969 33 76002 77127 0.40%

$932036 $61 $932097 $960613

Fair Value of Financial Instruments

The Company carries certain assets and liabilities at fair value on recurring basis and classifies

them as level or within the fair value hierarchy The Companys recurring fair value

measurements are based on requirement to carry such assets and liabilities at fair value or the

Companys election to carry certain financial assets and liabilities at fair value Assets and

liabilities that are required to be carried at fair value on recurring basis include securities

owned and securities sold but not yet purchased

In certain circumstances fair value enables company to more accurately align its financial

performance with the economic value of actively traded assets or liabilities Fair value also

enables company to mitigate the non-economic earnings volatility caused from financial assets

and liabilities being carried at different bases of accounting as well as to more accurately

portray the active and dynamic management of companys balance sheet

Depending on the nature of the asset or liability the Company uses various valuation techniques

and assumptions when estimating fair value The assumptions used to estimate the value of an

instrument have varying degrees of impact to the overall fair value of the asset or liability This

process involves the gathering of multiple sources of information including broker quotes

values provided by pricing services trading activity in other similar securities market indices

pricing matrices along with employing various modeling techniques such as discounted cash

flow analyses in arriving at the best estimate of fair value Any model used to produce material

14



SunTrust Robinson Humphrey Inc

Whoiiy Owned Subsidiary of SunTrust Banks Inc

Notes to Financial Statements continued

December 31 2012

Fair Value of Financial Instruments continued

financial reporting information is required to have satisfactory independent review performed

on an annual basis or more frequently when significant modifications to the functionality of the

model are made This review is performed by an internal group that separately reports to the

Corporate Risk Function of the Parent

The Company has formal processes and controls in place to ensure the appropriateness of all fair

value estimates For fair values obtained from third party there is an internal independent price

validation function within the Finance organization that provides oversight for fair value

estimates For level instruments and certain level instruments the validation generally

involves evaluating pricing received from two or more other third party pricing sources that are

widely used by market participants The Company reviews pricing validation information from

both qualitative and quantitative perspective and determines whether pricing differences

exceed acceptable thresholds If the pricing differences exceed acceptable thresholds then the

Company reviews differences in valuation approaches used at each pricing service which may

include contacting that pricing service to gain further information on the valuation of particular

security or class of securities to determine the ultimate resolution of the pricing variance which

could include an adjustment to the price used for fmancial reporting purposes The Company

classifies instruments as level in the fair value hierarchy when it is able to determine that

external pricing sources are using similar instruments trading in the markets as the basis for

estimating fair value One way the Company determines this is by the number of pricing services

that will provide quote on the instrument along with the range of values provided by those

pricing services wide range of quoted values may indicate that significant adjustments to the

trades in the market are being made by the pricing services The Company maintains cross-

functional approach when the fair value estimates for level securities trading assets and

liabilities are internally developed since the selection of unobservable inputs is subjective This

cross-functional approach includes input on assumptions not only from the related line of

business but also from risk management and finance consensus of the estimate of the

instruments fair value is reached after evaluating all available information pertaining to fair

value Inputs assumptions and overall conclusions on internally priced level valuations are

formally documented on quarterly basis

The classification of an instrument as level involves judgment and is based on variety of

subjective factors These factors are used in the assessment of whether market is inactive

resulting in the application of significant unobservable assumptions in the valuation of

financial instrument market is considered inactive if significant decreases in the volume and

level of activity for the asset or liability have been observed In determining whether market is

inactive the Company evaluates such factors as the number of recent transactions in either the

primary or secondary markets whether price quotations are current the nature of the market

15



SunTrust Robinson Humphrey Inc

Whoiiy Owned Subsidiary of SunTrust Banks Inc

Notes to Financial Statements continued

December 31 2012

Fair Value of Financial Instruments continued

participants the variability of price quotations the significance of bid/ask spreads declines in or

the absence of new issuances and the availability of public information Inactive markets

necessitate the use of additional judgment when valuing financial instruments such as pricing

matrices cash flow modeling and the selection of an appropriate discount rate The assumptions

used to estimate the value of an instrument where the market was inactive are based on the

Companys assessment of the assumptions market participant would use to value the

instrument in an orderly transaction and includes consideration of illiquidity in the current

market environment

The Company carries securities owned and securities sold but not yet purchased at fair value on

recurring basis and classifies them as level or within the fair value hierarchy as follows

Level Assets or liabilities valued using unadjusted quoted prices in active markets for

identical assets or liabilities that the Company can access at the measurement date such as

publicly-traded instruments or futures contracts

Level Assets and liabilities valued based on observable market data for similar instruments

Level Assets and liabilities for which significant valuation assumptions are not readily

observable in the market Instruments are valued based on the best available data some of

which is internally developed and considers risk premiums that market participant would

require
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Fair Value of Financial Instruments continued

SecurHs owlEd

U.S government and

agery obligatirns

State and nlljnlccal obligatns

Corporate debt and other securis

Coniiiercial paper

Total secndts owrd

Securiths sold but not yet purchased

U.S government and

ageIy obligatins

Corporate debt and other securis

Total securits sold but not yet purchased

U.S government and agency obligations

The Company includes in this classification U.S Treasury securities which are classified as level

as well as securities issued by federal agencies and government sponsored entities GSEs in

addition to pass through securities and collateralized mortgage obligations issued by GSEs and

U.S government agencies such as Fannie Mae Freddie Mac and Ginnie Mae

Securities issued by federal agencies consist primarily of debt obligations collateralized by loans

that are guaranteed by the Small Business Administration SBA and are therefore backed by

the full faith and credit of the U.S government For SBA instruments the Company estimated

fair value based on pricing from observable trading activity for similar securities or obtained fair

values from third party pricing service accordingly the Company has classified these

instruments as level

Securities issued by GSEs such as Fannie Mae and Freddie Mac are not explicitly guaranteed by

the U.S government however the GSEs carry an implied rating commensurate with that of U.S

The following table presents securities owned and securities sold but not yet purchased measured

at fair value on recurring basis

Fair Value Measurement at December31 2012 Using

Quoted Prices

in Active Significant

Maitets for Other Significant

Identical Observable Unobservable

Assets Inputs Inputs

Assets/Liabilities Level Level Level

In Thousands

702698 10014 692684

34003 34003

614605 2088 597434 15083

28371 28371

1379677 12102 1352492 15083

561668 561668

173108 173103

734776 561673 173103
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Notes to Financial Statements continued

December31 2012

Fair Value of Financial Instruments continued

government obligations and may be required to maintain such rating through its agency

agreement In certain instances the U.S Treasury owns the senior preferred stock of these

enterprises and has made commitment under that stock purchase agreement to provide these

GSEs with funds to maintain positive net worth

Pass-through securities and collateralized mortgage obligations issued by GSEs and U.S

government agencies such as Fannie Mae Freddie Mac and Ginnie Mae each contain

guarantee by the issuing GSE or agency For agency mortgage-backed securities the Company

estimated fair value based on pricing from observable trading activity for similar securities or

obtained fair values from third party pricing service accordingly the Company has classified

these as level

Slate and municipal obligations

The Companys investments in U.S state and municipal obligations include obligations of

county and municipal authorities and agency bonds which are general obligations of the

municipality or are supported by specified revenue source Holdings are geographically

dispersed with no significant concentrations in any one state or municipality These obligations

are classified as level in the fair value hierarchy as they are highly rated or are otherwise

collateralized by securities backed by the full faith and credit of the federal government

Commercial paper

The Company trades third party commercial paper CP that is generally short-term in nature

less than 30 days and highly rated The Company estimates the fair value of the CP based on

observable pricing from executed trades of similar instruments and it is therefore classified as

level in the fair value hierarchy

Corporate debt and other securities

The Companys level instruments include exchange traded futures contracts for which pricing

is readily available

Corporate debt securities are predominantly comprised of senior subordinate debt obligations of

domestic corporations and are classified as level Also classified as level and included in

this category are asset backed securities that are either publicly traded or are 144A privately

placed bonds The company utilizes an independent pricing service to obtain fair values for

publicly traded securities and securities for estimating the fair value of privately held bonds
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Fair Value of Financial Instruments continued

Student loan ABS held by the Company of $31.2 million are generally collateralized by Federal

Family Education Loan Program FFELP student loans the majority of which benefit from

97% or higher government guarantee of principal and interest and are classified as level

The Companys investments in level trading CDOs consisted of senior ARS interests in

Company-sponsored securitizations of trust preferred collateral These auctions continue to fail

and the Company continues to make significant adjustments to valuation assumptions based on

information available from observable secondary market trading of similar term securities

therefore the Company continued to classify these as level investments During the second

quarter of 2012 the Company began valuing these interests by constructing pricing matrix of

values based on range of overcollateralization levels that are derived from discussions with the

dealer community along with limited trade data The price derived from the pricing matrix is

then adjusted for each security based on deal specific factors such as the percentage of collateral

that is considered to be at heightened risk for future deferral or default and collateral specific

prepayment expectations among other factors

The following table presents reconciliation of the beginning and ending balances of

instruments measured at fair value on recurring basis using significant unobservable inputs

level during the year ended December 31 2012

Securities Owned

In Thousands

Beginning balance January 2012 11707

Included in earnings in trading gains net of losses 3376

Ending balance December 31 2012 15083

The amount of total gains net of losses for the 12 months ended

December 31 2012 included in earnings attributable to the change in

unrealized gains or losses relating to instruments still held at

December31 2012 3376
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Fair Value of Financial Instruments continued

The valuation technique and range including weighted average of the unobservable inputs

associated with the Companys level assets and liabilities are as follows

In thousands

Assets

Trading assets

Level Significant Unobservable Input Asumptions

Fair Value

December 31 Valuation Range weighted

2012 Technique Unobservable Input average

CDO/CLO securities $15083 Matrix pricing

Indicative pricing based on

overcollateralization ratio

Estimated collateral losses

$33-$45 $40
34-45% 36%

The Companys policy for recording transfers into and out of the fair value hierarchy levels are

assumed to be at the end of the period in which the transfers occurred For the year ended

December 31 2012 there were no transfers between level and level and between level and

level

Premises and Equipment

Premises and equipment as of December 31 2012

consisted of the following

Building and improvements

Leasehold improvements

Furniture and equipment

Construction-in-process

Less accumulated depreciation

Total premises and equipment

At

December 31
Useful Life 2012

In Thousands

5245

76387

54919
21468

240 years

130 years

120 years

20725

50414
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December 31 2012

Premises and Equipment continued

The Company leases certain office facilities and equipment under noncancelable leases that

expire through 2023 some of which have stated rate increases In addition the Company has

various obligations mostly monthly commitments of less than one year under other equipment

leases Minimum rental commitments on noncancelable leases for each of the following years

ending December 31 are as follows in thousands

2013 7024

2014 6987

2015 3616

2016 6247

2017 4091

Thereafter 34916

Total minimum lease payments 62881

Rental and depreciation/amortization expense for the year ended December 31 2012 was $4.5

million and $3.9 million respectively as reported in occupancy and equipment in the statement

of operations

Securities Sold But Not Yet Purchased

Sales of securities not yet purchased represent an obligation of the Company to deliver specified

securities at predetermined date and price The Company will be obligated to acquire the

required securities at prevailing market prices in the future to satisfy this obligation Securities

sold but not yet purchased consisted of the following at quoted market prices at December 31

2012 in thousands

U.S government and agency obligations 561668

Corporate debt and other securities 173108

734776

Employee Benefits

The Company participates in the pension and other employee benefit plans of the Parent for the

benefit of substantially all employees of the Company which includes participation in the stock

based awards of the bank through the SunTrust Banks Inc 2009 Stock Plan as amended and
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Employee Benefits continued

restated effective January 2011 under which the Parents Compensation Committee of the

Board of Directors has the authority to grant stock options restricted stock and restricted stock

units of which some may have performance features to key employees of the Company Stock

options are granted at an exercise price which is no less than the fair market value of share of

SunTrust Banks Inc common stock on the grant date and may be either tax-qualified incentive

stock options or nonqualified stock options Stock options typically vest pro-rata over three years

and generally have maximum contractual life of 10 years Upon option exercise shares are

issued to employees from treasury stock

The Companys expense related to the pension plan and other employee benefits was

approximately $14.4 million in 2012 all of which is included in compensation and benefits

expense in the accompanying statement of operations

The Parent allocates stock option and restricted stock option expense to the Company The

Companys stock option and restricted stock expense for 2012 was approximately $127864 and

$3.9 million respectively which is also included in compensation and benefits expense in the

accompanying statement of operations At December 31 2012 there was approximately $9.1

million of unrecognized stock-based compensation expense related to nonvested stock

Transactions with Related Parties

During the year ended December 31 2012 the Company engaged in various transactions with

the Parent and its affiliates The Parent provides certain management services and staff support

functions for all of its subsidiaries The total costs for these services are allocated among the

Parents subsidiaries in accordance with our expense sharing agreement In 2012 the cost of

these services allocated to the Company was $30.2 million in fees paid to related parties in the

statement of operations In addition the Company pays various negotiated referral fees to the

Parent and affiliates for sales involving customers of such entities In 2012 total referral fees

paid to the Parent and affiliates incurred was $51.8 million which is included in fees paid to

related parties in the statement of operations In addition to paying for services and referral fees

the Company earns revenue from the Parent and affiliates for providing certain administrative

management underwriting and other services In 2012 revenue earned for such activities totaled

$13.1 million
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Transactions with Related Parties continued

Balances with respect to related parties at December 31 2012 are in thousands

Cash and cash equivalents 400

Cash segregated under Federal and other regulations 9226

Due from related parties 1067

Securities owned 52233

Secured demand note receivable from Parent 160000

Due to related parties 864

Income tax payable to Parent 5808

Lines of credit payable to related parties 232140

Subordinated demand note payable to Parent 160000

Revenues

Administrative fees 10393

Management fees 1487

Underwriting fees 492

Other 771

Expenses

Interest 861

Fees paid to related parties 81953

The Company has $385 million unsecured demand revolving line of credit with the Parent The

line of credit has stated interest rate at the Parents monthly average cost of funds which was

0.32% at December 31 2012 with interest due monthly At December 31 2012 the outstanding

balance on this unsecured line of credit was $150 million and is included in lines of credit

payable to related parties in the statement of fmanc Ia condition

The Company has $160 million subordinated collateralized noninterest-bearing note payable

with the Parent that matures on December 15 2013 Under the terms of the note payable the

Parent provided the Company with noninterest-bearing note receivable collateralized by

marketable securities with fair value of $224 million owned by the Parent The subordinated

note payable is covered by agreements approved by FINRA and thus the amount is available in

computing net capital under the SECs Uniform Net Capital Rule 15c3-1 SEC Rule 15c3-1 To

the extent that such borrowing is required for the Companys continued compliance with the net

capital requirements Note 14 it may not be repaid Furthermore the Company must notify

FINRA within six months of the Companys intent to make payments As of December 31 2012
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Transactions with Related Parties continued

no such notices had been presented to F1NRA however it is the Companys intention not to

renew this agreement

The Company also has $400 million unsecured line of credit with SunTrust Bank SIB The

line of credit has stated interest rate equal to SIBs overnight cost of funds at the date of the

advance plus ten basis points The interest rate at December 31 2012 was 0.28% Any advances

and accrued interest are due the following business day At December 31 2012 the outstanding

balance was $82.1 million and is included in lines of credit payable to related
parties

in the

statement of financial condition

The Company also has $5 million overdraft facility note with SIB The overdraft facility has

stated interest rate equal to SIBs overnight cost of funds at the date of advance plus ten basis

points Advances and accrued interest under the facility are due the following business day At

December 31 2012 there were no outstanding borrowings under the facility

10 Income Taxes

The company is included in the consolidated federal income tax return and various consolidated

or combined state income tax returns filed by the Parent In accordance with the tax sharing

policy applicable to the Parent and each of its subsidiaries the Companys income taxes are

calculated as if the Company filed separate income tax returns with appropriate adjustments to

properly reflect the impact of consolidated filing Additionally the Company files its own

separate state income tax returns in certain jurisdictions The current and deferred portions of the

income tax expense benefit included in the statement of operations as determined in accordance

with ASC 740 Accounting for Income Taxes are as follows

2012

In Thousands

Federal

State

Current Deferred Total

43090 2477 45567

5616 133 5749

48706 2610 51316
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reconciliation of the expected income tax expense computed at the federal statutory income

tax rate to the Companys actual income tax expense is as follows

2012

In Thousands

Income tax at federal statutory rate of 35% 47477

State income taxes net of federal benefit 3737

Other 102

Total provision for income taxes 51316

For the Company the significant differences in the tax and fmancial statement bases of its assets

or liabilities are primarily related to accrued expenses Deferred income taxes are provided when

income and expenses are recognized in different years for financial and tax reporting purposes

The net deferred tax asset totaled $8.9 million at December 31 2012 The Companys temporary

differences which give rise to the net deferred tax asset are as follows

2012

In Thousands

Securities 2812

State net operating losses and other carryforwards net of federal benefit 1634

Employee benefits 3611
Fixed assets 548

Accrued expenses 9276

Intangibles 1794
Other 80

Total deferred tax asset 8945

The deferred tax assets include state net operating losses NOLs and other state carryforwards of

$1.6 million as of December 31 2012 The state carryforwards will expire if not utilized in

varying amounts from 2013 to 2032 The Company determined that valuation allowance is not

required for the federal and state deferred tax assets because it is more likely than not that these

assets will be realized against future taxable income
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No unrecognized tax benefits have been recorded under ASC 740-10 and no corresponding

interest or penalties have been accrued The Company continually evaluates the unrecognized

tax benefits associated with its uncertain tax positions The Company does not expect

significant change in its unrecognized tax benefits within 12 months of this reporting date The

Company files U.S federal state and local consolidated and separate income tax returns The

Companys federal income tax returns are no longer subject to examination by the IRS for

taxable years prior to 2006 The IRS audit of the 2006 federal income tax return is closed but the

return is still subject to examination to the extent of carryback claims filed by the federal

consolidated group The Companys 2007 through 2009 federal income tax returns are currently

under examination by the IRS With limited exceptions the Company is no longer subject to

examinations by state and local taxing authorities for taxable years prior to 2006

11 Commitments and Contingencies

Litigation and Regulatoiy Matters

In the ordinary course of business the Company is subject to regulatory examinations

investigations and requests for information and is also parties to numerous civil claims and

lawsuits Some of these matters involve claims for substantial amounts The Companys

experience has shown that the damages alleged by plaintiffs or claimants are often overstated

based on novel or unsubstantiated legal theories unsupported by the facts and/or bear no

relation to the ultimate award that court might grant Additionally the outcome of litigation

and regulatory matters and the timing of ultimate resolution are inherently difficult to predict

Because of these factors the Company typically cannot provide meaningfiul estimate of the

range of reasonably possible outcomes of claims in the aggregate or by individual claim On

case-by-case basis however reserves are established for those legal claims in which it is

probable that loss will be incurred and the amount of such loss can be reasonably estimated In

no cases are those accrual amounts material to the financial condition of the Company The

actual costs of resolving these claims may be substantially higher or lower than the amounts

reserved

For limited number of legal matters in which the Company is involved the Company is able to

estimate range of reasonably possible losses For those matters where loss is both estimable

and reasonably possible management currently estimates the aggregate range of reasonably

possible losses from zero to $7 million in excess of the accrued liability if any related to those

matters This estimated range of reasonably possible losses represents the estimated possible

losses over the life of such legal matters which may span currently indeterminable number of

years and is based on information currently available as of December 31 2012 The matters
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underlying the estimated range will change from time to time and actual results may vary

significantly from this estimate Those matters for which an estimate is not possible are not

included within this estimated range therefore this estimated range does not represent the

Companys maximum loss exposure Based on current knowledge it is the opinion of

management that liabilities arising from legal claims in excess of the amounts currently accrued

if any will not have material impact to the Companys fmancial condition results of

operations or cash flows However in light of the significant uncertainties involved in these

matters and the large or indeterminate damages sought in some of these matters there is

remote possibility that an adverse outcome in one or more of these matters could be material to

the Companys results or cash flows for any given reporting period

The following is description of certain litigation and regulatory matters

Lehman Brothers Holdings Inc Litigation

Beginning in October 2008 STRH along with other underwriters and individuals were named

as defendants in several individual and putative class action complaints filed in the U.S District

Court for the Southern District of New York and state and federal courts in Arkansas California

Texas and Washington Plaintiffs allege violations of Sections 11 and 12 of the Securities Act of

1933 for allegedly false and misleading disclosures in connection with various debt and preferred

stock offerings of Lehman Brothers Holdings Inc Lehman Brothers and seek unspecified

damages All cases have now been transferred for coordination to the multi-district litigation

captioned In re Lehman Brothers Equity/Debt Securities Litigation pending in the U.S District

Court for the Southern District of New York Defendants filed motion to dismiss all claims

asserted in the class action On July 27 2011 the District Court granted in part and denied in

part
the motion to dismiss the class claims against STRH and the other underwriter defendants

settlement with the class plaintiffs was approved by the Court on December 15 2011 The class

notice and opt-out process is complete and the class settlement approval process has been

completed number of individual lawsuits and smaller putative class actions remained pending

following the class settlement After motions to dismiss in these cases few individual actions

have survived and will move forward into discovery

Colonial BancGroup Securities Litigation

Beginning in July 2009 the Company certain other underwriters The Colonial BancGroup Inc

Colonial BancGroup and certain officers and directors of Colonial BancGroup were named

as defendants in putative class action filed in the U.S District Court for the Middle District of

Alabama Northern District entitled In re Colonial BancGroup Inc Securities Litigation The
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complaint was brought by purchasers of certain debt and equity securities of Colonial

BancGroup and seeks unspecified damages Plaintiffs allege violations of Sections 11 and 12 of

the Securities Act of 1933 due to allegedly false and misleading disclosures in the relevant

registration statement and prospectus relating to Colonial BancGroup goodwill impairment

mortgage underwriting standards and credit quality On August 28 2009 The Colonial

BancGroup filed for bankruptcy The Defendants motion to dismiss was denied in May 2010

but the Court subsequently has ordered Plaintiffs to file an amended complaint This amended

complaint has been filed and the defendants have filed motion to dismiss

12 Financial Instruments with Off-Balance Sheet Risk

Securities transactions that are scheduled to settle beyond the normal settlement date are

considered forward contracts and therefore are not reflected in trading assets or liabilities The

Company enters into various off-balance sheet financial instruments of this nature regarding

mortgage-backed to-be-announced TBA securities and futures contracts These instruments are

used to meet the needs of customers conduct trading activities and manage market risks and are

subject to varying degrees of market and credit risk The net unrealized gains and losses on these

transactions are reflected in securities owned and securities sold but not yet purchased and in

current period earnings At December 31 2012 the Company had net TBA commitments

totaling $195.4 million resulting in net unrealized gain of $0.4 million There were no futures

contracts outstanding as of December 31 2012

13 Guarantees to Third Parties

The Company uses third-party clearing broker to clear and execute customers equity securities

transactions and to hold customer accounts Under the agreement the Company will indemnify

the broker for amounts paid to purchase the security The maximum potential liability could be

equal to the aggregate trading volume of the customers transactions during the settlement

period however this amount cannot be estimated due to the volatility in daily trading volumes

The liability is minimized by the fact that in the event of nonperformance by the customer the

underlying security would be transferred to the Company who would in turn immediately

liquidate the position limiting the loss exposure to the market fluctuation in the underlying price

of the security Additionally the Company may seek recourse from the customer by reimbursing

itself from any cash or securities in the defaulting customers account The Company believes

that it is unlikely it will have to make material payments under this arrangement and has not

recorded any contingent liability in the financial statements for this indemnification For the year

ended December 31 2012 the Company experienced de minimis net losses as result of the

indemnity The clearing agreement expires May 2015
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14 Net Capital Requirements

The Company is subject to SEC Rule 15c3-1 which requires the maintenance of minimum net

capital The Company has elected to use the alternative method permitted by SEC Rule 15c3-1

which requires that the Company maintain minimum net capital as defined equal to the greater

of the minimum dollar net capital requirement or 2% of aggregate debit balances arising from

customer transactions as defined At December 31 2012 the Company had net capital as

defined of $424.2 million which was $423.2 million in excess of the required net capital
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Schedule

Computation of Net Capital Under Rule 15c3-1

of the Securities and Exchange Commission

December 31 2012

In Thousands

Computation of net capital

Total shareholders equity

Add

Subordinated borrowin allowable in computation of net capital

Total capital and allowable subordinated borrowing

Deductions and/or chars

Nonallowable assets

Goodwill

Accrued interest and other income receivable

Deposits with clearing ornizations

Deferred taxes

Furniture equipment and leasehold improvements net of accumulated depreciation

Due from related parties

Other assets miscellaneous

Total nonallowable assets

Other deductions or chars

Net capital before haircuts on securities positions

Haircuts on securities

Corporate debt oblit ions

U.S vemment and ancy oblitions

State and municipal oblitions

Commercial paper

Other securities

Net capital

123340

43914

10100

8945

21468

1067

9548

218382

15.383

687331

160000

847331

Computation of alternative net capital requirement

2% of aggrete debit items as shown in formula for reserve

requirements pursuant to Rule l5c3-3 prepared as of the date

of the net capital computation or minimum net capital requirement ifeater 1000

Excess net capital 423222

Net capital in excess of 5% of aggregate debit items or

120% of the net capital requirement if greater 423022

There are no material differences between this computation and the Companys amended

unaudited Form X-1 7A-5 as of December 31 2012 filed on February 26 2013

233765

613566

149911

38083

1282

26

42 189344

424222
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Computation of Determination of Reserve Requirements

Under Rule 15c3-3 of the Securities and Exchange Commission

December 31 2012

In Thousands

Credit balances

Customer-related fails to receive 1524

Market value of short securities and credits in all suspense

accounts over 30 calendar days 2435

Total credit balances 3959

Debit balances

Customer-related fails to deliver 2856

Gross debits 2856

Less 3% 86
Total debit balances 2770

Reserve computation

Excess of total credits over total debits required to be on deposit

in the Reserve Bank Account 1189

Amount on deposit in the Reserve Bank Account at December 31 2012 19233

There are no material differences between this computation and the Companys amended

unaudited Form X-1 7A-5 as of December 31 2012 filed on February 26 2013
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Information Relating to Possession or Control Requirements

Under Rule 15c3-3 of the Securities and Exchange Commission

December 31 2012

Custonrs hilly paid securities and excess margin securities not in the

respondents possession or conirol as of the
report

date for which instructions to

reduce to possession or control had been issued as of the report date but for which

the required action was not taken by respondent within the tire frans specilied

under Rule 15c3-3 None

Numberof items None

Custorers fully paid securities and excess margin securities for which

instructions to reduce to possession or control had not been issued as of the report

date excluding items arising from temporary lags which result from normal

business operations as permitted under Rule 15c3-3 None

Numberof items None

There are no material differences between this computation and the Companys amended
unaudited Form X-1 7A-5 as of December 31 2012 filed on February 26 2013
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Supplementary Report of Independent Registered Public Accounting Firm on

Internal Control Required by SEC Rule 17a-5g1

The Board of Directors

SunTrust Robinson Humphrey Inc

In planning and performing our audit of the financial statements of SunTrust Robinson

Humphrey Inc the Company as of and for the year ended December 31 2012 in accordance

with auditing standards generally accepted in the United States we considered its internal control

over financial reporting internal control as basis for designing our auditing procedures for the

purpose of expressing our opinion on the financial statements but not for the purpose of

expressing an opinion on the effectiveness of the Companys internal control Accordingly we

do not express an opinion on the effectiveness of the Companys internal control

Also as required by Rule 17a-5g1 of the Securities and Exchange Commission SEC we

have made study of the practices and procedures followed by the Company including

consideration of control activities for safeguarding securities This study included tests of

compliance with such practices and procedures that we considered relevant to the objectives

stated in Rule 17a-5g including the following

Making the periodic computations of aggregate indebtedness or aggregate debits and

net capital under Rule 7a-3a1 and the reserve required by Rule 5c3-3e

Making the quarterly securities examinations counts verifications and comparisons and

the recordation of differences required by Rule 7a- 13

Complying with the requirements for prompt payment for securities under Section of

Federal Reserve Regulation of the Board of Governors of the Federal Reserve System

Obtaining and maintaining physical possession or control of all fuliy paid and excess

margin securities of customers as required by Rule 5c3-3

The management of the Company is responsible for establishing and maintaining internal control

and the practices and procedures referred to in the preceding paragraph In fulfilling this

responsibility estimates and judgments by management are required to assess the expected

benefits and related costs of controls and of the practices and procedures referred to in the

preceding paragraph and to assess whether those practices and procedures can be expected to

achieve the SECs above-mentioned objectives Two of the objectives of internal control and the

practices and procedures are to provide management with reasonable but not absolute assurance

that assets for which the Company has responsibility are safeguarded against loss from

member firm of Ernst Young Globul Limited



LIERNST YOUNG

unauthorized use or disposition and that transactions are executed in accordance with

managements authorization and recorded properly to permit the preparation of financial

statements in conformity with generally accepted accounting principles Rule 17a-5g lists

additional objectives of the practices and procedures listed in the preceding paragraph

Because of inherent limitations in internal control and the practices and procedures referred to

above error or fraud may occur and not be detected Also projection of any evaluation of them

to future periods is subject to the risk that they may become inadequate because of changes in

conditions or that the effectiveness of their design and operation may deteriorate

deficiency in internal control exists when the design or operation of control does not allow

management or employees in the normal course of performing their assigned functions to

prevent or detect and correct misstatements on timely basis significant deficiency is

deficiency or combination of deficiencies in internal control that is less severe than material

weakness yet important enough to merit attention by those charged with governance

material weakness is deficiency or combination of deficiencies in internal control such that

there is reasonable possibility that material misstatement of the entitys financial statements

will not be prevented or detected and corrected on timely basis

Our consideration of internal control was for the limited purpose described in the first and

second paragraphs and was not designed to identify all deficiencies in internal control that might

be deficiencies significant deficiencies or material weaknesses We did not identify any

deficiencies in internal control and control activities for safeguarding securities that we consider

to be material weaknesses as defmed above

We understand that practices and procedures that accomplish the objectives referred to in the

second paragraph of this report are considered by the SEC to be adequate for its purposes in

accordance with the Securities Exchange Act of 1934 and related regulations and that practices

and procedures that do not accomplish such objectives in all material respects indicate material

inadequacy for such purposes Based on this understanding and on our study we believe that the

Companys practices and procedures as described in the second paragraph of this report were

adequate at December 31 2012 to meet the SECs objectives

This report
is intended solely for the information and use of the Board of Directors management

the SEC Financial Industry Regulatory Authority and other regulatory agencies that rely on

Rule 7a-5g under the Securities Exchange Act of 1934 in their regulation of registered brokers

and dealers and is not intended to be and should not be used by anyone other than these

specified parties

February 27 2013
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